§4290.835

(3) Prepayment penalties. You may
charge a reasonable prepayment pen-
alty which must be agreed upon at the
time of the Financing. If the Secretary
determines that a prepayment is un-
reasonable, you must refund the entire
penalty to the Portfolio Concern. A
prepayment penalty equal to five per-
cent of the outstanding balance during
the first year of any Financing, declin-
ing by one percentage point per year
through the fifth year, is considered
the maximum reasonable amount.

§4290.835 Exceptions to
term of Financing.

minimum

You may make a Financing with a
term of less than one year but only if
such Financing is in contemplation of
another Financing, with a term of one
year or more, to the same Enterprise.

§4290.840 Maximum term of Financ-
ing.

The maximum term of any Debt Se-

curity must be no longer than 20 years.

§4290.845 Maximum rate of amortiza-
tion on Loans and Debt Securities.

The principal of any Loan, or the
loan portion of any Debt Security, with
a term of one year or less, cannot be
amortized faster than straight line. If
the term is greater than one year, the
principal cannot be amortized faster
than straight line for the first year.

§4290.850 Restrictions on redemption
of Equity Securities.

(a) Restriction on redemption. A Port-
folio Concern cannot be required to re-
deem Equity Securities earlier than
one year from the date of the first clos-
ing unless:

(1) The Portfolio Concern makes a
public offering, or has a change of man-
agement or control, or files for protec-
tion under the provisions of the Bank-
ruptcy Code, or materially breaches
your Financing agreement; or

(2) You make a follow-on Financing,
in which case the new securities may
be redeemed in less than one year, but
no earlier than the redemption date as-
sociated with your earliest Financing
of the Portfolio Concern.

(b) Redemption price. The redemption
price must be either:
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(1) A fixed amount that is no higher
than the price you paid for the securi-
ties; or

(2) An amount that cannot be fixed or
determined before the time of the re-
demption. In this case, the redemption
price must be based on:

(i) A reasonable formula that reflects
the performance of the Portfolio Con-
cern (such as one based on earnings or
book value); or

(i) The fair market value of the
Portfolio Concern at the time of re-
demption, as determined by a profes-
sional appraisal performed under an
agreement acceptable to both parties.

(c) Method. Any method for deter-
mining the redemption price must be
agreed upon no later than the date of
the first (or only) closing of the Fi-
nancing.

§4290.860 Financing fees and expense
reimbursements a RBIC may re-
ceive from an Enterprise.

(a) General rule. You may collect Fi-
nancing fees and receive expense reim-
bursements from an Enterprise only as
permitted under this §4290.860.

(b) Application fee. You may collect a
nonrefundable application fee from an
Enterprise to review its Financing ap-
plication. The application fee may be
collected at the same time as the clos-
ing fee under paragraph (d) or (e) of
this section, or earlier. The fee must
be:

(1) No more than one percent of the
amount of Financing requested (or, if
two or more RBICs participate in the
Financing, their combined application
fees are no more than one percent of
the total Financing requested); and

(2) Agreed to in writing by the Fi-
nancing applicant.

(c) The Secretary’s review of applica-
tion fees. For any fiscal year, if the
number of application fees you collect
is more than twice the number of
Financings closed, the Secretary in its
sole discretion may determine that you
are engaged in activities not con-
templated by the Act, in violation of
§4290.500.

(d) Closing fee—Loans. You
charge a closing fee on a Loan if:

(1) The fee is no more than two per-
cent of the Financing amount (or, if
two or more RBICs participate in the
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